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{3175-01-M] 
Title 6—Economic Stabilization 


CHAPTER ViI—COUNCIL ON WAGE AND 
PRICE STABILITY 


PART 70S—NONINFLATIONARY PAY AND 
PRICE BEHAVIOR 


Voluntary Standards 
AGENCY: Council on Wage and Price 
Stability. 
ACTION: Final standards. 


SUMMARY: This document provides 
a new Part 705 to the regulations of 
the Council on Wage and Price Stahbil- 
ity implementing the President’s anti- 
inflation program. In particular, this 
part contains an appendix specifying 
vciuniary standards for noninflation- 
ary pay and price behavior. These 
standards were published in proposed 
form by the Council on October 31, 


1878, and appeared in the FEDERAL 


REGISTER 


on November 7, 1878, at 43 
238. Also published here are a 
interpretative Questions and 

regarding he voluntary 


The Fir 1al § Standards and Questions 
and Answers were published in pre- 
liminary form by the Council on De- 
cember 13, 1978. Today’s version of 
nen publication incorporates some edi- 

orial changes that i raprove the clarity 
td do not change the meaning of the 
final standards 


EFFECTIVE DATE: December 13, 
1978. 

FOR FURTHER 
CONTACT: 


Sean Sullivan, Office of Pay Moni- 
toring, Council on Wage and Price 
Stability, 726 Jackson Place, N.W., 
Room 5002, Washington, D.C. 20506 
for information on the pay standard 
(202-456-6480). John Layng, Office 
of Price Monitoring, Council on 
Wage and Price Stability, 726 Jack- 
son Place, NW., Room 4026, Wash- 
ington, D.C. 20506 for information 
on the price standard (202-456- 
760). 


SUPPLEMENTARY INFORMATION 
In Executive Order 12092, the Presi- 
dent prescribed voluntary standards 
for noninflationary pay and price be- 
havior as part of his anti-inflation pro- 
gram. He also directed the Council on 
Wase and Price Stability to define fur- 
ther and to clarify these standards, 
and to monitor compliance with the 
standards for the duration of the pro- 
gram. Accordingly, the Council issued 
a rule which, in an appendix, con- 
tained specific detailed standards for 
noninflationary pay and price behav- 
ior. The Council contemplated further 
clarification after public comments. 
Appreximately 390 written com- 
ments were received, and the Council 
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held numerous meetings with busi- 
ness, labor, and public interest groups. 
The comments and a summary memo- 
randum are available for inspection at 
the Council. Of the written comments, 
22 were from labor organizations, 14 
were from public interest groups, 
State and local governments, and 
schools, 197 were from businesses, and 
50 were from individuals. The modifi- 
cations described below, as well as the 
interpretative questions and answers 
which appear with this notice, were 
prepared in response to issues raised 
by the public, and implement changes 
necessary to achieve the purposes of 
the program and to facilitate compli- 
ance. 

The final standards became effective 
on December 13, 1978, when they were 
released by the Council. The public in- 
terest requires the rapid dissemination 
of these voluntary standards and will 
not permit a further 30-day comment 
period. Nonetheless, the Council will 
accept further comments particularly 
upon the changes. 

While these final standards differ in 
certain material respects from the pro- 
posed standards, the modifications are 
for the most part mincr and are con- 
sistent with the original objectives of 
the program. Those companies that 
made a good-faith effort to comply 
with the standards as first issued will 
not be considered out of compliance if 
their behavior is not now in complete 
confermity with the final standards. 
However, ail companies are expecied 
to make whatever aiterations in their 
conduct may be necessary in order to 
bring their operations into compliance 
within a reasonabie period of time. 

In connection with the revised price 
standard, the Council also adopted 
special standards for certain sectors of 
the economy. While there was no ad- 
vance opportunity to comment on 
these alternative standards, the Coun- 
cil did consult with representatives of 
the affected sectors, and will accept 
comments on such standards. 

The interpretative Questions and 
Answers published here are intended 
to clarify the standards. The Council 
will issue further Questions and An- 
swers in the future as the need for fur- 
ther clarification and interpretation 
arises. Interested persons are encour- 
aged to send suggestions in this regard 
to the Council through the Offices 
identified above. 

In order to provide formal, consist- 
ent treatment of administrative issues 
arising under the standards, procedur- 
al rules will be issued shortly. These 
rules will include provisions for re- 
ports and notifications, exceptions 
from the standards based on hardship 
or gress inequity, findings of noncom- 
pliance, removal from any list of non- 
complying companies, and similar mat- 
ters. 


Since these standards are voluntary, 
the requirements of Executive Order 
12044 do not apply. However, where 
feasible, the Council has complied 
with the procedures of that Order. 

The following is a discussion of the 
major modifications of the Price and 
Pay Standards. 


THE Price STANDARD 


The price standard has. been 
changed to clarify the Council’s initial 
intention that the price-deceleration 
standard be the primary standard and 
that the profit-margin standard be 
available only as an exception when 
circumstances warrant. Many compa- 
nies interpreted the two standards as 
being equally acceptable, and ex- 
pressed an intention, therefore, to uti- 
lize the more easily calculated and, in 
some cases, more advantageous profit- 
margin test. Indeed, twenty-five of the 
written comments sought an easing of 
the profit-margin standard to make it 
an even more attractive alternative. In 
addition, the profit-margin limitation 
as proposed allowed firms to expand 
dollar profits by raising prices at the 
same rate that costs increase. 

Under the final price standard, com- 
panies that cannot meet the price-de- 
celeration standard must not exceed 
the average profit margin in the best 
two out of the last three preceding 
years and must limit their dollar 
profit increases to 6% percent (the 
target rate cf inflation with full com- 
pliance) plus the percentage growth in 
physical volume (see Section 705A- 
6(a)). 

Under the profit-margin standard as 
originally proposed, a constant profit 
margin implied a percentage growth in 
aggregate profit equal to that of reve- 
nue. Thus a2 20-percent growth in sales 
implied a 20-percent growth in profit. 
Under the revised standard, a 20-per- 
cent growth in profit associated with a 
5-percent increase in prices and a 15- 
percent growth in output is accept- 
abie; if, however, the 20-percent 
growth results from a  5-percent 
growth in output and a 15-percent 
price increase, it is unacceptable. 

The Council made other changes in 
the price standard. In response to 
comments, it added a provision that 
any company with an average price in- 
crease below 1.5-percent in the pro- 
gram year is in compliance regardless 
of the company’s price history in 
1876-77 (see Section 705A-2). This 
added provision helps to ensure that 
companies that have shown restraint 
in prior years would not be unduly pe- 
nalized and it also provides symmetry 
with the 9.5 percent ceiling on average 
price increases that was set forth in 
the original standards. 

Aliso, the Council adopted modified 
price standards for selected industries 
that would have special difficulties in 
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applying the general price standard. 
Retailers, wholesalers, and food pro- 
cessors are provided the option of 
limiting increases in gross margin (see 
Section 705C-2). These firms frequent- 
ly lack the data with which to com- 
pute a price index, and a gross margin 
limitation is more reflective of the way 
in which they make pricing decisions. 
The average increase in professional 
fees (e.g., for doctors, lawyers, den- 
tists, and architects) is limited to 6.5 
percent. Fee increases for individual 
professional services are limited to 9.5 
percent (see Section 705C-3). 


THE Pay STANDARD 


Compliance with the final pay stand- 
ard, as with the proposed pay stand- 
ard, requires a 7-percent-or-less annual 
increase in average pay rates. Howev- 
er, the pay standard has been modi- 
fied in one major respect. The pro- 
posed pay standard counted all in- 
creased costs of health care and pen- 
sion benefits against the 7-percent 
ceiling, even if cost increases were as- 
sociated only with the maintenance of 
existing benefits. This provision gener- 
ated a substantial amount of adverse 
comment. One hundred twelve (112) 
respondents described the difficulties 
of counting increased costs of un- 
changed benefit plans against the 7- 
percent pay standard. Six (6) of these 
comments were from labor groups, 
while ninety-nine (99) were from busi- 
ness organizations. These comments 
underscored the substantial amount of 
uncertainty involving the funding re- 
quirements for health and pension 
benefit plans. The costs of funding un- 
changed, existing plans are largely un- 
controllable to the employer. Further- 
more, an unusual amount of illness in 
a particular employee group or longev- 
ity among pensioners can substantially 
alter the costs of a plan. Without some 
provision in the pay standard to 
temper the effects of such funding ex- 
penses, employees with identical plans 
in different groups would be subject to 
different wage and salary limitations 
under the anti-inflation program. To 
eliminate these inequities and increase 
the employer’s control over amounts 
included in the pay-rate calculations, 
the Council modified the pay standard 
with respect to health and pension 
plans. 

The final pay standard counts only 
the first 7 percent of health care cost 
increases associated with maintaining 
existing health benefits. Any costs re- 
sulting from expanded benefits are 
counted in full (see Section 705B-6). 
Similarly, changes in employer contri- 
bution rates for pensions will not be 
charged against the pay standard as 
long as the increase is required by 
changes in funding methods, changes 
in amortization periods, changes in ac- 
tuarial assumptions, or. plan experi- 
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ence. As in health care, any pension 
cost increase attributable to increased 
benefits will be counted in full against 
the pay standard (see Section 705B-7). 

A number of comments also suggest- 
ed that the quarterly compliance re- 
quirement of nonunion employee units 
places an unfair and burdensome re- 
quirement on companies with non- 
union work forces. In response, the 
Council adopted an annual compliance 
standard, although companies should 
be prepared to demonstrate through- 
out the program year that their pay 
situation is consistent with the pay 
standard (see Question II-E-2). 

A new section has been added to 
cover pay-rate increases due to acute 
labor shortages. Such pay-rate in- 
creases in excess of the standard are 
permitted so long as the specific condi- 
tions set forth in Section 705B-11 are 
met. 

Comments also suggested that com- 
panies should be allowed to adjust for 


- shifts in the composition of the work 


force in determining compliance for 
nonunion employee units. Allowing 
such adjustments would prevent a 
company from being out of compliance 
because of the closing of a pliant 
during the program year or because of 
other similar occurrences that could 
cause the average pay rate to increase 
by more than 7 percent even though 
the standard is observed for each type 
of job. In response to these sugges- 
tions, the revised pay standard pro- 
vides two computation options. The 
first (see Section 705B-4(e)) allows 
direct adjustment for changes in the 
composition of employees among dis- 
tinct types of jobs. The second (see 
Section 705B-4(b)) allows firms to 
comply by computing average pay-rate 
increases for the group of individuals 
employed throughout the program 
year. Under this latter option, pay- 
rate increases for legitimate individual 
promotions and changes in individual 
job qualifications may be deducted in 
determining compliance. 

Numerous comments pointed out 
that, in many instances, actual pay- 
ments to employees during the pro- 
gram year will be based on decisions 
and commitments made prior to the 
President’s announcement. In these 
situations, as in the case of existing 
union contracts, it was suggested that 
@ company should not be out of com- 
pliance as a result of fulfilling such 
commitments. Several revisions to the 
standards were made to accommodate 
some of these situaticns. 

First, firms may exclude from the 
computation of pay increases those in- 
creases in excess of 7 percent that are 
dictated by the completion of an 
annual pay plan that was in operation 
prior to October 2, 1978 (see Section 
705B-4(c)). 
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Second, adjustments may be made 
for future pay-rate increases if these 
increases were communicated to the 
individual recipient employees prior to 
the President’s announcement (see 
Section 705B-4(d)). In both instances, 
these revisions are intended to provide 
equitabie treatment of nonunion units 
relative to units under existing collec- 
tive bargaining agreements. 

Third, special standards are provided 
for long-term future-value incentive 
plans. Under these plans, payments 
made during the program year are 
largely uncontrolled by the firm since 
they are the product of grants made 
or plans implemented in the past. As a 
result, such payments are excluded 
from pay and a separate limit is placed 
on the number of units granted during 
the program year (see Section 705B- 
5). é 

Finally, annual incentive compensa- 
tion and deferred pay elements are 
treated as pay over the period earned 
rather than when payment is actually 
made as in the proposed standard (see 
Pay definition in Section 705D). 

Accordingly, a new Part 705 and an 
appendix thereto are added to the reg- 
ulations of the Council on Wage and 
Price Stability at Chapter VII of Title 
6 of the Code of Federal Regulations. 

Following these standards are print- 
ed Questions and Answers issued by 
the Council to provide clarification 
and interpretations. 


PART 705—NONINFLATIONARY PAY 
AND PRICE BEHAVIOR 


§ 705.1 Authority. 


The provisions of this part are pro- 
mulgated under the Council on Wage 
and Price Stability Act, Pub. L. 93-387, 
as amended by Pub. L. 94-78, and Pub. 
L. 95-121 (12 U.S.C. 1904 note), and 
particularly in furtherance of § 2(c), 
§ 3(a)(4), and § 3(a)(5) of that Act and 
under Executive Order 12092. 


APPENDIX— VOLUNTARY STANDARDS 


705A PRICE STANDARDS 


7054-1 General.Applicability of the Price 
Standard. The price standard applies to all 
goods and services (products) sold in the 
United States and its territories and posses- 
sions, including goods and services sold by 
Federal, State, and local government enti- 
ties. 

705A-2 Price Deceleration Stan@ard. A 
company complies with the general price de- 
celeration standard if its program-year rate 
of price change is no greater than (1) the 
base-period rate of price change minus the 
deceleration percentage or (2) 9.5 percent, 
whichever is less. However, a company with 
a program-year rate of price change of 1.5 
percent or less will be considered to be in 
compliance with the price deceleration 
standard regardless of its base-period rate of 
price change. For purposes of this standard: 
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(a) The program-year rate of price change 
is the sales-weighted average of the percent- 
age changes of a company’s product prices 
measured from the last calendar or fiscal 
quarter completed prior to October 2, 1978, 
through the same quarter of 1979. 

(b) The base-period rate of price change is 
the sales-weighted average of the percent- 
age changes of a company’s product prices 
from the last calendar or complete fiscal 
quarter of 1975 to the corresponding quar- 
ter of 1977, expressed at annual rates. 

(c) The deceleration percentage is 0.5 per- 
centage points unless a company experi- 
ences pay deceleration that is greater than 
0.5 percentage points, in which case full 
passthrough of the additional pay decelera- 
tion is required for compliance with the gen- 
eral price deceleration standard. In such in- 
stances, the total price deceleration percent- 
age is 0.5 percentage points plus the multi- 
ple of the company pay share and the rate 
of pay deceleration that is in excess of 0.5 
percentage points. 

T05A-3 Exclusions from Company Price 
Calculations. Sales by producers of goods 
and services included in the following cate- 
gories are excluded from the calculation of 
a company’s average price change: 

(a) Agricultural, fishing, forestry and min- 
eral products included in the 1972 Standard 
Industrial Classification Manual, Major 
Groups 01, 02, O08 (except 085), 09, 10 
(except 168), 11 (except 1112), 12 (except 
1213), 13 (except 1321 and 138), and 14 
(except 148). 

(b) Recyclable scrap materials including, 
but not limited to, ferrcus and nonferrous 
metal scrap, waste paper, textile waste, 
scrap rubber, scrap plastics, and glass cullet. 

(c) Commodities whose historical and cur- 
rent price changes are closely tied to price 
movemenis on an organized open exchange 
market, either domestic or foreign. 

(d) Exports of goods and services. 

(e) Deliveries during the program year at 
prices determined by contracts existing 
before October 2, 1978. If the contract 
allows for seller discretion to adjust prices, 
the delivery is not excluded. Deliveries 
under preexisting contracts that do not 
specify delivery prices are not excluded. 

(f) Products exchanged in other than 
open and arms-length transactions. 

(g) New or discontinued products. For the 
purpose of this exclusion, new and discon- 
tinued products are those products that 
were introduced or discontinued during 
either the base period or the program year. 
Products that existed throughout the base 
period or that exist throughout the pro- 
gram year should be included in the calcula- 
tions of the rates of price change for those 
respective periods. A product does not 
become new or discontinued merely because 
of altered specifications, style, packaging, or 
quality changes. Such changes should be re- 
flected in price changes (for example, qual- 
ity decreases should be reflected as price in- 
creases and quality increases should be re- 
flected as price decreases). 

(h) Custom or one-time product sales 
(products specially produced to particular- 
buyer specifications). Such products must 
have characteristics that are substantially 
different from any other products previous- 
ly sold by the company. To qualify for the 
exclusion, custom products must meet the 
same criteria as those for new products. If 
the custom product is produced and deliv- 
ered over the duration of the entire base 


RULES AND REGULATIONS 


period or program year, it does not qualify 
for exclusion. 

(i) Interest rates. 

T05A-4 Six-month Standard for Price In- 
creases. During the first half of the pro- 
gram year, the average rate of price change 
for a company should not exceed 50 percent 
of the allowable program-year rate of price 
change, as defined in Section 705A-2. How- 
ever, a company need not comply with this 
six-month limit if it can demonstrate that 
the increases in excess of 50 percent of the 
allowable program-year change can be justi- 
fied on grounds of seasonal variations in 
business operations, historical business 
practices, or unusual business conditions; 
and will not prevent compliance with the 
general price deceleration standard by the 
end of the program year. However, if a com- 
pany exceeds the six-month price standard, 
a company must also be able to show that 
its pricing actions are consistent with adher- 
ence to the profit margin limitation (for the 
program year), defined in Section 705A-6(a). 

W5A-5 Insufficient Product Coverage. 
For the purpose of this section, a company’s 
adjusted net revenues are defined as the 
company’s net revenues minus revenues 
from the sale of products identified in Sec- 
tion 705A-3(a)e). 

(a) If adjusted net revenues during the 
four quarters prior to the program year are 
less than 25 percent of a company’s net rev- 
enues, the company need not comply with 
the price standard or the profit margin limi- 
tation. 

(b) If products excluded under 705A-3(f)- 
(i) account for one-third or more of a com- 
pany’s adjusted net revenues for the pro- 
gram year, the company need not comply 
with the general price deceleration standard 
but should comply with the profit margin 
limitation described in section 705A-6(a). 

T05A-6 Exceptions. (a) Profit Margin 
Limitation. (1) If a company is unable to 
comply with the price deceleration standard 
because it is impossible to calculate its aver- 
age price change or because of uncontrolla- 
ble price increases in goods and services it 
buys, it should satisfy the following two- 
part profit limitation. 

(i) The program-year profit margin should 
be no higher than the sales-weighted aver- 
age profit margin over the best two of the 
company’s last three fiscal years prior to 
October 2, 1978. 

(ii) Program-year profit should not exceed 
base-year profit by more than 6.5 percent 
plus any positive percentage growth in 
physical volume from the base year to the 
program year. Base-year profit can be either 
profit earned during the four complete 
fiscal or calendar quarters prior to the pro- 
gram year, or the average profit margin de- 
termined in (i) above multiplied by sales or 
revenues in the last four complete fiscal 
quarters prior to the program year. 

(2) A company’s profit margin is the ratio 
of profit to net sales and/or revenues. 

(i) Profit is defined as the sum of item 14 
and items 11 through 13 minus items 7 
through 10 in 17 CFR 210.5-03. Briefly, 
profit is “income or loss before income tax 
expense” minus dividend income, interest or 
profit on securities, and miscellaneous other 
income, plus interest expense and amortiza- 
tion of debt discount and expense, losses on 
securities, and miscellaneous income deduc- 
tions. 

(ii) Net sales and/or revenues consist of 
(1) net sales of tangible products (gross sales 
less discounts, returns, and allowances); (2) 


operating revenues of public utilities; and 
(3) ether revenues such as royalties, rents, 
and the sale of services and intangible prod- 
ucts (e.g., engineering, research and devel- 
opment, and other professional services). 
This definition is consistent with 17 CFR 
Section 210.5-03, items 1A, iB, and 1C. 

(b) Undue Hardship and Gross Inequity, 
The Council may except a company from 
the application of the price deceleration 
standard, make adjustments to the base- 
period rate of price change, or alter applica- 
tion of the profit margin limitation to avoid 
extreme situations of hardship or gross in- 
equity. 


705B PAY STANDARD 


7053-1 Pay Standard. For each employee 
unit, the annual increase in average pay 
rates should be 7 percent or less. 

705B-2 Employee Uniis. For the purpose 
of establishing compliance with the pay 
standard, a company must identify three 
types of employee units: 

(a) Each group of the company’s employ- 
ees subject to a particular collective bar- 
gaining agreement to which the company is 
a party constitutes a separate employee 
unit. 

{(b) All management employees (not under 
a collective bargaining agreement) consti- 
tute an employee unit. 

(c) All other employees constitute an em- 
ployee unit. 

A company need not identify separately 
collective bargaining units accounting for 
less than 5 percent of its employees. How- 
ever, if a collective bargaining unit is not 
separately identified, the workers must be 
included in the “all other employees” cate- 
gory. 

705B-3 Application of the Pay Standard 
to Collective Bargaining Agreements. (a) A 
company complies with the pay standard if 
the annual rate of pay-rate change over the 
life of each collective bargaining agreement 
negotiated during the program year is 7 per- 
cent or less. 

(b) In addition, the annual pay-rate in- 
crease may be no greater than 8 percent in 
any year of a multi-year agreement. 

(c) For purposes of determining whether 
the annual rate of pay-rate change complies 
with the pay standard, formulas for cost-of- 
living adjustments should be computed on 
the assumption of a 6-percent annual rate 
of inflation in the Consumer Price Index 
over the life of the contract. 

(d) The cost of private fringe benefit pro- 
grams should be measured by employer con- 
tribution rates. 

(e) Pay-rate increases dictated by agree- 
ments signed prior to October 25, 1978, are 
exempted from the pay standard. 

(f) A contract that includes a provision for 
a future wage reopening will be assumed to 
be terminating on that date. 

7T05B-4 Application of the Pay Standard 
to Employees Not Under Collective Bargain- 
ing Agreements. (a) A company complies 
with the pay standard if, for each employee 
unit, the pay rate in the last quarter of the 
program year does not exceed the pay rate 
in the base quarter by more than 7 percent. 

(b) Alternatively, compliance may be de- 
termined by computing pay-rate changes for 
the fixed population of continuing employ- 
ees employed in the beginning and end of 
the program year. In this case pay-rate in- 
creases may exclude the effects of legiti- 
mate promotions and qualification § in- 
creases. 
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(c) If pay-rate increases for recognized em- 
ployee groups are dictated by the continu- 
ation of a formal annual pay plan in oper- 
ation as of October 1, 1978, and, solely due 
to the continuation of this plan, the dictat- 
ed pay components for the employee group 
increase by more than 7 percent during the 
program year, then the dictated increase in 
these components above 7 percent may be 
excluded in determining compliance. 

(d) If companies communicated to recipi- 

_ent employees prior to October 25, 1978, the 
details of a formal annual plan to take 
effect during the program year, the pay rate 
increases dictated by this plan will be treat- 
ed as in (c). However, the company should 
be prepared to demonstrate that it is an es- 
tablished practice to announce pay-plan 
changes in this time period and should con- 
tinue this practice by communicating a sub- 
sequent annual pay plan in compliance with 
the pay standard prior to October 25, 1979. 

(e) In determining compliance under (a), 
adjustments may be made for shifts in the 
composition of the work force among dis- 
tinct functional employee subgroups within 
the employee unit. 

705B-5 Pay Siandard for Future Value In- 
centive Plans. (a) A future value incentive 
plan is any long-term plan under which the 
compensation value of the units (such as 
shares, stock options, and awards) granted 
or issued will not be known until some 
future time. 

(b) Any such units granted or issued prior 
to October 25, 1978 under such plans are 
not subject to the pay standard. 

(e) The average number of units per re- 
cipient granted or issued in the program 
year under any continuation of, or modifica- 
tion to, existing plans or creation of succes- 
sor plans may not exceed 107 percent of (1) 
the average number granted or issued in the 
twelve-month period prior to the program 
year of (2) the annual average of the units 
granted over the last five years, whichever 
is greater. 

(ad) With respect to plans covered by (c), 
any spread between an option or purchase 
and price fair market value at the time of 
the grant is included as pay. 

(e) For any new plans introduced during 
the program year for which there is no his- 
torical precedent, companies should place a 
value on units granted or issued in the pro- 
gram year consistent with generally accept- 
ed accounting practices and include these 
amounts in pay. 

105B-6 Maintenance of Health Plan 
Benefits. In the program year or over the 
life of a new collective bargaining agree- 
ment, changes in the costs of maintaining 
existing health benefits should be charged 
against the pay standard up to a 7 percent 
annual increase in such costs; any increases 
above 7 percent are excluded from computa- 
tions for purposes of measuring compliance 
with the standard. Any changes in costs due 
to changes in benefits should be fuily in- 
cluded as pay-rate changes. 

705B-7 Changes in Pension Funding 
Costs. For pension plans that pay specified 
benefits at retirement (qualified defined 
benefit plans), changes in employer costs 
due to (1) changes in funding methods, (2) 
changes in amortization periods, (3) changes 
in actuarial assumptions, and (4) plan expe- 
rience (other than year-to-year wage or 
salary changes) are not included as pay-rate 
changes. Changes in employer costs due to 
plan amendments, changes in the benefit 
structure, or changes in benefit levels due to 
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wage or salary changes are included as pay- 
rate changes. 

705B-8 Low-Wage Exemption. Employees 
earning $4.60 or less per hour in straight- 
time hourly wages on October 1, 1878, must 
be excluded from each employee unit in 
making pay-rate computations. 

105B-9 Tandem Pay Rate Changes. Pay- 
rate changes in one emplovee unit that have 
been regularly linked to pay-rate changes in 
another employee unit in a leader-foliower 
relationship can be excepted either where 
pay-rate increases in the leader unit were 
agreed to prior to October 25, 1978, or 
where pay-rate increases agreed to for the 
leader unit after October 24, 1978 are in 
compliance with the pay standard. Employ- 
ee units need not be in the same company. 
In order to establish such a linkage, the par- 
ties must demonstrate that the past pay- 
rate increases of the two employee units 
have been equal in value and directly relat- 
ed in timing. 

105B-10 Pay-Rate Increases Treded for 
Productivity-Improving Vork-Ruie 
Changes. In determining compliance, that 
part of a pay-rate change that is in return 
for changes in contractual work-rules and 
practices that alter productivity may be de- 
ducted from the total pay-rate change. In 
order to comply in this manner, it must be 
demonstrated that the cost reductions gen- 
erated by the work-rule changes are ecual 
to or greater than the excess of the pay-rate 
change over the pay standard. 

705B-11 Pay-Rate Increases Atiributable 
to Acute Labor Shortages. Where pay-rate 
increases in excess of the standard are nec- 
essary to attract or retain employees in a 
particular job category because of an acute 
labor shortage, the amount of such excess 
may be excepted if the following conditions 
for these job categories are met: 

(a) The proportion of vacancies during the 
preceding quarter has increased abnormally 
over that experienced during the past two 
years; 

(b) The time required to fill vacancies has 
increased abnormally over that required 
during tie past two years, despite intensive 
recruiting; 

(c) Pay rates for entry-level employces in 
these categories have increased abnormally 
over the past two years; and 

(d) The local Employment Service Agency 
has certified that such an acute labor short- 
age exists. 

705B-12 Undue Hardship or Gross In- 
equities. The Council may grant an excep- 
tion from the application of the pay stand- 
ard or may make appropriate adjustments 
in the standard to avoid situations or undue 
hardship or gross inequity. 


705C MODIFIED PRICE STANDARDS FOR SELECTED 
INDUSTRIES 


05C-1. General This subpart provides 
modified price standards for certain indus- 
tries for which application of the general 
price standard may be inappropriate. 

705C-2. Margin Standards for Wholesale 
and Retail Trade and for Food Manujfactur- 
ing and Processing.—(a) Eligibility. A per- 
centage margin standard is available as an 
alternative to the price standard to the 
entire wholesale and retail trade sector (SIC 
50-59), including food service operations. A 
separate margin standard is available as an 
alternative to the price standard for all 
firms in the food manufacturing and proc- 
essing industries (SIC 20, excluding 2082, 
2083, 2084, and 2085). This includes nonalco- 
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holic but excludes alcoholic beverage indus- 
tries. Any company or subsidiary or operat- 
ing division of a company dcing more than 
one-half of its business within one of the 
above industries may apply the appropriate 
margin standard for those operations. How- 
ever, any company in these industries that 
is able to comply with the general price 
standard prescribed in 705A-2 is enccuraged 
to do so. Companies that cannot comply 
with these alternatives are eligible for ex- 
ceptions under the conditions specified in 
7054-6. - 

(b) Definitions. (1) The gross margin is 
equal to net sales (gross sales adjusted for 
discounts, returns, coupons, and other 
allowances) less the cost of food products 
used in food manufacturing or the cost of 
goods sold by wholesale and retail trade 
companies. 

(2) The average percentage gross margin 
for @ year is the total gross margin divided 
by net sales for the year. 

(3) The base year is the four calendar or 
fiscal quarters ending prior to October 2, 
1978. 

(4) The program year is the year immedi- 
ately following the base year. 

(5) The margin trend is the compound 
annual rate of growth of the average per- 
centage gross margin between the base year 
and the comparable year prior to October 2, 
1976. 

(c) Percentage Margin Standard for 
Wholesale and Retail Trade. A company sat- 
isfies the percentage margin standard if 

(1) The growth in its average percentage 
gress mergin between the base year and the 
program year is no greater than its margin 
trend minus 0.5 percentage points, or 

(2) The average percentage gross margin 
for the program year does not exceed that 
of the base year. 

(d) Margin Standard for Food Manufac- 
turing and Processing Industries. (1) A com- 
pany satisfies the margin standard if the 
rate of increase in the company’s gross 
margin between the base quarter (the last 
complete calendar or fiscal quarter ending 
prior to October 2, 1978) and the corre- 
sponding quarter of 1973 does not exceed 6.5 
percent plus any positive percentage growth 
in physical volume over the same period. 

(2) The company may substitute for the 
base-quarter gross margin the base-quarter 
sales multiplied by the average percentage 
gross margin for the base year. 

(3) Physical volume increases to be used in 
justifying increases in gross margins may be 
computed by deflation of revenues using a 
measure of price increases as the deflator, 
or by computing changes in units or ton- 
nage scld when such units are price weight- 
ed by major product categories. 

(e) Application of the Margin Standards. 
A company may compute its gross margin 
after adjustment for changes in the compo- 
sition of sales at any reasonable level of ag- 
gregation, such as division, department, 
product category, or individual products, as 
long as such adjustments are consistently 
applied. 


705C-3 PRICE STANDARDS FOR PROFESSIONAL 
FEES 


(a) Coverage. These standards apply to 
fees and charges for the services of physi- 
cians, dentists, lawyers, accountants, engi- 
neers, architects, and other professionals. 
They include all activities included in Major 
Groups 80 (except 805, 806, 808 and 869), 81, 
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891, and 893 of the 1972 Standard Industri- 
al Classification Manual. 

All companies that provide professional 
services on a fee-for-service basis, regardless 
of the proportion of total company revenue 
that is derived from professional services, 
are expected to comply with the profession- 
al fee standard. Companies that cannot 
comply with this prefessional fee standard 
are eligible for exceptions under the condi- 
tions in 7054-6. 

(b) Standards. A company complies if the 
following two-part price standard is met: (1) 
The program-year average rate of change in 
fees charged, weighted by sales and/or rev- 
enues, does not exceed 6.5 percent and (2) 
the increase in the fee for Hs single service 
does not exceed 9.5 percent. The period used 
to determine dollar volume weights should 
be based on a period of time that is repre- 
sentative of norma! business operations. 


705D DEFINITIONS 


eriod vate of price change. The 
iod rate oF tacieont ce is a sales- 
comet tt 
he percentag 
eriod, “1976-1977, cli akc n 
annual rate. If desired, it may be computed 
using the following formuia: 





base-period rate of price 


of the ith preduct in the last 
or calendar quarter in 

1977; 
P, (75) = price of the ith product in the last 
omplete fiscal or calendar quarter of 


2 “prod uct sales or revenue share (i.e., 
the ith-product sales or revenues divided 
by total sales or revenue) in the last 

1 fiscal or calendar quarter in 


tien operator, where the 
ns over all products not ex- 
ion 705A-3. 
of fiscal or calendar quarters 
neust be consistent throughout the ren mpa- 
ny’s calcu s. If seasonal factors are im- 
portant, the weights, S, can be calculated 
using data for the entire base period. 

Base quarter. The base qu arter is either 
(1) the company’s last complete fiscal quar- 
ter prior to October 2 1978, or (2) the calen- 
dar r quarter July 1, 1978, to September 39, 


Company—The term 
fined as any eres. 3 


ociation joint 


wil, J 


lidated should be consolidats 
wn seo with 17 CF = 210.4-91 to -08 pre- 
scribed by the securities and Exchang 
a ssion. The term “company” applies 
nly to domestic business cperations. 

yet or more parts contained within a con- 
solidated company may be treated as a sepa- 
rate, single company, in which case the 
standards apply separately to each of those 
unconsolidated companies. However, this 
option is available only if: 
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(1) The unconsolidated companies main- 
tain accounting records which permit the 
Council to ascertain whether the prices and 
profits of the unconsolidated companies ac- 
curately reflect the economic realities of 
their operations; 

(2) Allocation of overhead is made in a 
consistent and reasonable manner, as if the 
unconsolidated companies were not com- 
monly owned; 

(3) Transfers between unconsolidated 
companies are valued as if they were arms- 
length transactions; and 

(4) Internal accounting procedures adhere 
to generally accepted accounting principles 
and procedures, consistently and historical- 
ly applied. 

In situations involving acquisitions and di- 

vestitures, the following proced ures should 
be used. If historica! financial records exist 

for companies acquired after ptember 30, 
1975, and prior to the base quarter, the data 
for the acquisition may be combined with 
data of the acquiring compan Ly or treated as 
a@ separate company. 
quisition should be treated as if it had ean 
acguired on September 390, 1975. 

Companies acquired between September 
30, 1975, and prior to the base quarter, for 
which historical financial re cords do not 
exist should be included in the calculations 
for the program year. That is, pro odharts of 
the acauired company should be treated in 
much the same manner as a new product. 

In the case of companies acquired during 
he base quarter cr program year, they 
should be treated as a separate company for 
the entire program year for price and profit 
enloulatio 1S, 

For divestitures, the parent company 
should exclude the divested onl from all 
calculations made with respect to the price 
standard 

Company Pay Shave. The 
share is the pay for ali —— in the 
base quarter divided by company nei sales 
and/or revenues in the bas ‘¢ quarter. For 
purposes of this calculation, pay and net 
sales and/or revenues should represent total 
domestic operations uniess the company 
cannct determine pay for domestic oper- 
ations, in which case total pay and total 
sales should be used. 

Employee. An employee is an 
residing in the United States w 
an employee within the meani 
3121(d) of the Internal Reven 


r 
2 


1 
S 
© 


t 


as amended, 29 US.C. ‘Sec. 151 et seq. 

Future-Value Incentive Pians. Future- 
value incentive plans include any long-term 
plans under which units (shares, stock op- 
tions, awards, shares subject to option or in- 
vestment amounts) are granted or issued, 
the compensation value of | ich will nat be 
known until some fut Examples of 
these include qual ied oad cecanatnee 
stock options, performance share plans, per- 
formance unit plans, steck appreciation 
rights, restricted stock or property plans, 

hantom stock plans, and book value plans. 

‘Pay. Pay includes the following items: 

(a) The straight-time wage and salary paid 
during the company’s customary pay period, 
including, where applicable, payments for 
shift differentials, skill differentials, and 
cost-of-living adjustments. 

(b) Incentive pay and other 
income such as 

(1) Sales commissions and production in- 
centive pay; 


forms of 


company pay 


(2) Bonuses and other annual incentive 
compensation charged when earned (that is, 
when the services are performed that gener- 
ate the compensation); 

_@) Compensation from long-term incen- 

ve plans (other than those covered under 
705 B-5), new future-value incentive plans, 
or other similar compensation arrangements 
when accrued; 

Job prerequisites and other forms of com- 
per nsation not covered elsewhere in this defi- 
nition but reported as incorme under the In- 
ternal Revenue Code and its interpretive 
regulations and rulings. 

(c) Employer contributions or costs for 
the following fringe benefit items: 

(1) Pay for time not worked (e.g., paid va- 
cations and holidays, sick leave and other 
paid leave); 

(2) Saving and thrift plans such as quali- 
. ed st k bonus plans, qualified profit shar- 

ng plans, employee stock ownership plans, 
and oth Ler qualified defined contribution 
plans; 

(3) Qualified defined benefit retirement 
plans; . 

(4) Health benefit plans; 

(5) Life insurance, accident insurance, 
legal assistance, educational assistance, and 
other pians resulting in benefits to employ- 
ees but not reported as fncome. 

Pay does not include overtime wages as 
long as the conditions of that pay are un- 
changed. Also, pay does not include employ- 
er contributions for legally mandated bene- 
fit programs. 

Pay rate. An employee unit’s pay rate in 
any quarter should be determined in a 
manner consistent with the employer’s ac- 
counting practices. Pay rates should be con- 
structed as pay per straight-time hour 
worked. Pay rates should be the average 
rates for the employee unit over the quarter 
or as of the last customary pay period 
within the quarter. When employer costs 
for certain pay elements are incurred irreg- 
ulariy (for example, bonus payments and 
vacation pay) these items should be includ- 


‘ed according to the pay programs in effect 


at the end of the quarter and should be in- 
cluded in pay-rate computations as though 
they were incurred evenly over time. For 
employees not compensated on an hourly 
basis, an estimate of straight-time hours 
worked shouid be made and consistently ap- 
plied. 

The method used to compute pay rates 
should be consistently applied in all mea- 
surement periods. 

Product. A product is any aggregation of 
goods (or services) established by the com- 
pany for purposes of complying with the 
price deceleration standard, which reflects 
the company’s customary pricing unit. In es- 
tablishing the product grouping within a 
company, the price changes for each prod- 
uct group must reasonably reflect the 
changes in the prices of the products con- 
tained within the category. The method of 
establishing product groups must be consist- 
ently applied during the base peried and the 
program year. 

Product price. The price of a product 
during a quarter is computed by dividing 
the revenues from sale or lease of the prod- 
uct by the number sold or leased. Sampling 
of products may be used by a company: Pro- 
vided, That the methods used comply with 
sound statistical-procedures. Changes in list 
prices may be used only if percentage 
changes in them are representative of per- 
cent changes in actual transaction prices. 
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Furthermore, prices may be measured at 
the end of the calendar or fiscal quarter: 
Provided, That prices do not fluctuate sub- 
stantially during the quarter. 

Program year. For a company, the pro- 
gram year is the twelve-month period imme- 
diately following the company’s base quar- 
ter. 

Program-Year Rate of Price Change. The 
program-year rate of price change is a sales- 
weighted or revenue-weighted average of 
percentage changes in prices of products. If 
desired it may be computed using the fol- 
lowing formula: 


Py; (79) 


PRPC = eases 
Py (78) 


D5: 


i 


where ; 

PRPC =the program-year rate of price 
change; 

P\(79) =the price of the ith product in the 
1979 quarter corresponding to the base 
quarter; 

P,(78) = the price of the ith preduct in the 
base quarter; 

S,=ith product sales or revenue share in 
the base quarter; and 

= =the summation operator, where the sub- 
script i runs over all products not ex- 
cluded in 7054-3. 

The choice of fiscal or calendar quarters 
must be consistent throughout the compa- 
ny’s calculations. If seasonal factors are im- 
portant, the weights, S, can be calculated 
using data for the entire base year. Alterna- 
tively, the same weights as used to calculate 
the base-period rate of change can be used. 

Rate of pay deceleration. The rate of pay 
deceleration is the difference between the 
base rate of change of the company pay rate 
and the program-year rate of change of the 
company pay rate where 

(a) The base rate of change of the compa- 
ny pay rate is the annual rate of change of 
the company pay rate over the two-year 
period starting in the last compiete fiscal or 
caiendar quarter of calendar 1975 and 
ending in the last complete fiscal or calen- 
- dar quarter of calendar 1977, 

(b) The program-year rate of change of 
the company pay rate is the percentage 
change in the company pay rate from the 
base quarter to the last quarter of the pro- 
gram year, and 

(c) The company pay rate in any quarter 
is its employment cost per hour worked for 
all employees, including all legally mandat- 
ed costs excluded from the definition of 
pay. 


QUESTIONS AND ANSWERS 


The following questions and answers 
are substantive interpretetions of the 
price and pay standards as they apply 
to individual situations. They can be 
used as guidance for actions in similar 
situations that would be consistent 
with the intent of the program. But, 
companies and employee units will 
need to examine their own situations 
in light of the program to determine 
how they can best comply with its ob- 
jectives. Since the burden of interpre- 
tation must lie with private parties, ac- 
tions taken under a good faith inter- 
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pretation of the pay and price stand- 
ards will generally be considered in 
compliance. 


I. THE Price STANDARD 
A. COVERAGE OF STANDARDS 


Q1. Are farmers’ prices covered? 

A. Prices of individual farm products 
are excluded from a company’s price 
calculations. However, major farm 
commodity prices will be monitored 
jointly by the Department of Agricul- 
ture and the Council on Wage and 
Price Stability. Where sustained price 
increases for major commodities in 
excess of the overall inflation rate are 
not justified by changes in costs, ad- 
ministrative actions to expand supply 
and moderate price increases will be 
considered. The potential actions 
would depend upon the specific situa- 
tion. 

Q2. Are food middlemen—meat 
packers, canners, supermarket chains, 
etc.,—covered? 

A. Yes. Because these industries 
have special problems in meeting the 
general price standard, they may in- 
stead comply with a margin standard. 

Q3. Are cooperatives covered? 

A. Yes. They are expected to comply 
with pay and price standards. 

@4. Are U.S. operations of foreign 
companies included? 

A. Yes. U.S. subsidiaries of foreign 
companies are covered. 

Q5. Are foreign operations of U.S. 
companies included? 

A. No. The standards apply only to 
domestic operations of these compa- 
nies.- 

@6. Do the standards apply to 
United States territories and posses- 
sions? 

A. Yes. The standards apply to oper- 
ations of domestic or foreign compa- 
nies in Puerto Rico, Guam, American 
Samoa, and the Virgin Islands. They 
do not, however, apply to operations 
in United Nations Trust Territories 
administered by the United States. 

Q7. Does the program apply to tu- 
ition and fees? 

A. Yes. Schools, colleges, and other 
nonprofit organizations are expected 
to comply with the pay and price 
standards. Increases in tuition and 
fees are, however, averaged in with 
cther charges, such as room and 
board. 

Q8. Are utility rates and other regu- 
lated fees covered by the anti-inflation 
program? 

A. Yes. Prices determined through a 
Federal, State, or local government 
regulatory process are covered by the 
program. The regulatory agencies are 
asked to assure compliance to the ful- 
lest extent possibie. 

Q9. How are joint ventures to be 
treated? : 

A. A joint venture may be aggregat- 
ed only if a firm owns more than 50% 
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of that venture’s eauity. If no one firm 
owns greater than 50% of a joint ven- 
ture, then this joint venture should 
comply with the program as a separate 
company. 

Q10. May a firm ageregate a noncon- 
solidated subsidiary? 

A. No. The standards cali for the ag- 
gregation only of entities which nor- 
mally would be aggregated in accord- 
ance with SEC reporting requirements 
(17 CRF, Section 210.4-01 to 09). The 
Council wishes to avoid abnormal ac- 
counting practices. 

Qil. Does the fact that the price 
standard applies to the everage rate of 
price increase for all goods and serv- 
ices sold by a company mean that 
there is no constraint on individual 
product prices? 

A. Price increases for individual 
products can exceed the price decel- 
eration standard so long as these in- 
creases are offset by lower rates of 
price increase for other products. The 
Council, however, will monitor individ- 
ual product prices and will investigate 
the causes of sustained increases in 
major categories of the price indexes 
that exceed an annuai rate of 10 per- 
cent. 

Q12. Are crude oil, natural gas, and 
coal included in the calculation of a 
company’s average price change? 

A. No. The prices of these products 
will be monitcred by the Council at 
the overall market level. 

Q13. Is it possibie to be more precise 
about the exclusion of commodities 
“whose historical and current price 
changes can be shown to have been 
closely tied to price movements on an 
organized open exchange market, 
either domestic or foreign? 

A. This exclusion applies to any 
commodity for which there is an 
active organized spot market and the 
producer price moves closely with the 
exchange price. If a firm excludes a 
product in this category, it should be 
prepared to explain to CWPS the basis 
for that decision. The exclusien would 
not ordinarily appiy to commodities 
for which there is only a futures 
market, nor where customer discounts 
are given. 

Qi4. How do custom products differ 
from new products in applying the 
price standards? 

A. The main difference is 
custom products are one-time sale 
products built to the specificatio 
a particular buyer. Custom and new 
products are treated identically under 
the standards. 

@15. Are imports covered? 

A. Goods sold to a domestic compa- 
ny by a foreign entity are not included 
in the program. Subsequent sales of 
imported goods by domestic companies 
are covered, regardless of where the 
goods are when title changes. 


as 
~~ 
© 
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@ié. Export prices are excluded. 
What about goods intended for export 
that are first sold to a domestic firm— 
for example a broker? 

A. As a company cannot know for 
sure whether a broker will resell a 
product abroad or domestically, these 
sales are included in the price calcula- 
tions. 

Qi7. Are air fares U.S. citizens pay 
to foreign carriers covered? 

A. As imports, they are excluded. 

@18. Is a public utility that distrib- 
utes natural gas exempt? 

A. No. 

QiS. Does the program apply to util- 
ity rates? 

A. Yes. 

Q20. Does the program apply to 
taxes? 

A. No. But government service fees 
and charges are included. 

Q21i. Does the program apply to 
rents? 

A. Yes. The landiord’s average rent 
increase for all of his units should be 
consistent with the price standards. 

Q22. Does the program apply to 
companies that build and sell new 
houses. 

A. Yes. But in most cases such firms 
will not be able to compute a measure 
of price change because of the custom- 
ized nature of their products. Thus, 
they will be expected to comply with 
the profit limitation. 

@Q23. Does the program apply to in- 
surance premiums? 

A. Yes. But, because there are some 
difficulties in measuring prices in this 
sector, some special standards may 
need to be developed. These wiil be de- 
veloped and issued in the near future. 

Q24. Are interest rates covered by 
the program? Are banks covered? 

A. Interest rates are excluded from 
the price calculation. But banks must 
meet the profit margin limitation and 
the pay standard. There are some spe- 
cial problems of computing the profit 
margin for financial institutions. 
These issues will be examined and an 
interpretation of the profit margin 
limitation as it applies to their situa- 
tion will be issued in the near future. 


B. COMPLIANCE 


Q1. Suppose a company is forced to 
accept a union contract in excess of 
the standards. Must it still comply 
with the price standard? 

A. Yes. If these higher labor costs 
preclude meeting the price decelera- 
tion standard, the firm should comply 
with the profit margin limitation. In 
any case, the company is out of com- 
pliance with the pay standard. 

Q2. Does the exclusion of some prod- 
uct prices from the price calculations 
under 705A-3(a)-(e) cause problems 
for companies that use large amounts 
of these products as inputs? 
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A. If a company cannot comply with 
the price deceleration standard be- 
cause of increases in the prices of 
these products, it may comply with 
the profit margin limitation. 

Q@3. If a company has just (after Oc- 
tober 1) raised prices and is now not in 
compliance, must the company roll 
back prices to be in compliance? 

A. Yes. 


C. COMPUTATION OF THE PRICE STANDARD 


Q1. When does the program year 
begin for price increases? What is the 
base quarter? 

A. If the company’s fiscal quarter 
corresponds to the calendar quarter, 
the “base quarter” is the third quarter 
of 1878 (July through September) and 
the program year runs through the 
third quarter of 1979. 

If a company has fiscal quarters that 
do not correspond with calendar quar- 
ters it may use as a base quarter the 
most recent fiscal quarter Which ended 
before October 2, 1978. The program 
year for the company then includes 
the next four fiscal quarters. 

Q2. If business is done on a contract 
basis, in making price calculations, 
should prices be included when con- 
tracts are signed or when payment is 
received? 

A. At the time of payment. However, 
delivery prices determined by con- 
tracts signed before October 2, 1978, 
are excluded unless the contract 
allows for selier descretion to adjust 
prices, thereby allowing the seller to 
meet the price standard. 

Q3. Must a consolidated company, 
which decides to separate its entities, 
use the same separation for compli- 
ance with the pay and with price 
standards? 

A. Yes. 

Q4. One company has many operat- 
ing subsidiaries and divisions. Another 
company is equally complex, but it is 
not divided into subsidiaries and divi- 
sions. Can both of these companies 
disaggregate units for compliance pur- 
poses? 

A. Yes, but it would be easier for the 


‘first company. At the option of the 


company, but subject to review by the 
Council on Wage and Price Stability, 
one or more subsidiaries or divisions 
may be treated as a separate, single 
company. Such separate entities are 
allowed if an accounting basis exists 
for separating them from the parent 
firm. Two separate kinds of allowable 
cases should be distinguished. First, if 
a company has followed an historical 
practice of separate accounting treat- 
ments with regard to the entities it 
wants to treat separately, such prac- 
tices may be continued for purposes of 
measuring compliance with the pro- 
gram. Second, if a firm has maintained 
records which allow it to disaggregate 
historical accounting data into sepa- 


rate entities, such data may be used as 
a basis for disaggregating its entities. 
Newly adopted accounting procedures 
cannot be used to rework accounting 
data into new formats for purposes of 
separating units. 

Q5. Can a_ diversified 
comply by meeting the price 
on some operations (separ 
iaries of operating division 
profit limitation on others? 

A. Yes. If the company decides to 
treat subsidiaries or divisions as sepa- 
rate entities, those units unable to 
meet the price standard can comply by 
meeting the profit margin limitation. 

Q6. Should I use list or transaction 
prices in making price deceleration cal- 
culations? ' 

A. Transaction prices are preferred. 
If, however, list prices move closely 
with transaction prices, they may be 
used. 

Q7. The price standard requires full 
pass through of pay deceleration in 
excess of 0.5 percentage points. How 
can a firm calculate its rate of pay de- 
celeration or pay share before the end 
of the program year? 

A. The principle described in Section 
705A-2(c) is that a company should 
pass through pay. deceleration in 
excess of 0.5 percentage on the basis 
of expected changes or actual changes 
as they occur. If a company follows a 
reasonable and good-faith procedure, 
actual departure from the standard 
would not be treated as a failure to 
comply with the program. 


D. PROFIT MARGIN LIMITATION 


Ql. What recourse from the profit 
margin limitation is available if the 
best two out of the last three years is 
abnormally low? 

A. No specific provisions have been 
made to cover this situation. You may 
have a basis for claiming undue hard- 
ship under 7054-6. 

@2. Can the profit margin limitation 
be applied to the domestic market 
only, or must it be applied to ail oper- 
ations, domestic and international? 

A. Foreign operations should be ex- 
cluded from calculations. of prices, 
profits, and revenues. 

Q3. Are revenues and costs from new 
and/or discontinued products included 
in the computation of profit margins 
for the profit margin limitation? 

A. Yes. 

@4. How should a change in depreci- 
ation accounting methods affecting 
profits be treated? 

A, If a company has changed meth- 
ods between the last 3-year period and 
the program year, it should recompute 
its profits for the two periods on a 
consistent basis. 

Q5. Are any firms selling goods and 
services in the United States exempt 
from both the price standard and the 
profit limitation? 
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A. Yes. If products excluded under 
705A-3(a)-(e) account for more than 
75 percent of the company’s total rev- 
enues during the four quarters prior 
to the program year, the company 
need not comply with the price stand- 
ard or the profit limitation. The com- 
pany would, however, be expected to 
comply with the pay standard. 

Q6. How does the profit margin limi- 
tation apply to nonprofit organiza- 
tions? 

A. Instead of a profit margin limita- 
tion, a nonprofit organization would 
be expected to comply with an operat- 
ing surplus limitation. Operating sur- 
plus is defined as operating funds less 
total costs and expenses including 
wages. The operating margin is operat- 
ing surplus divided by operating funds. 


II. THE Pay STANDARD 
A. GENERAL STANDARD 


Ql. Does the pay standard mean 
that the average pay rates of all em- 
ployee units should rise by 7 percent? 

A. No. The 7-percent standard repre- 
sents a ceiling for pay-rate increases. 
It is not a suggested target. A firm 
which grants 7-percent increases or 
less is in compliance with the stand- 
ard. 

Q2. Does the standard mean no one 
can receive more than a 7-percent 
raise? 

A. No. In general, the pay standard 
imposes no limit on individual employ- 
ee pay rates. Instead the standard ap- 


plies to average pay rates for employee 
units. j 


B. EMPLOYEE COVERAGE 


Q1. How do you distinguish the non- 
union management group of employ- 
ees from the nonunion nonmanage- 
ment group? 

A. Companies can determine this in 
a fashion consistent with their past 
practices. In general, management em- 
ployees should be those whose duties 
are primarily of a supervisory nature. 
For example, the Fair Labor Stand- 
ards Act distinction between exempt 
and nonexempt employees could be 
used. Firms should not, however, alter 
or stretch previously used categories 
in order to permit pay increases above 
the standard for some workers at the 
expense of others. The intent of this 
provision is to ensure that nonmanage- 
ment personnel are not treated inequi- 
tably. If firms can provide alternative 
verification of equitable treatment of 
employees, they may combine these 
groups for purposes of determining 
their compliance. 

Q2. Can a company define smaller 
employee units than management and 
nonmanagement? 

A. Yes. Any further breakdown con- 
sistent with a company’s accounting 
procedures is acceptable. To determine 
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overall compliance, the firm may com- 
pute a weighted average of the pay- 
rate increases for these groups, using 
as weights the percentages of the total 
pay bill paid to each group. 

Q3. Does the 7-percent limit on the 
pay increase apply to new employees? 

A. The limit does not apply to indi- 
vidual workers, whether they are new 
or old employees. But the average rate 
paid by a firm should not rise by more 
than 7 percent during the year, re- 
gardless of turnovers or increases in its 
workforce. 

Q4. In the case of mergers, can the 
parent company treat its newly ac- 
quired companies as separate entities 
for pay standard computations? 

A. Yes, if this is the method applied 
to price computations as well. 

Q5. Are U.S. employees assigned to 
work in other countries subject to the 
pay standard? 

A. No, they should be excluded from 
the employee groups. 

Q6. Does the pay standard apply to 
Federal, State, and local government 
workers? 

A. Yes. 

Q7. Are pay increases mandated by 
State and local government regula- 
tions exempt from the pay standard? 

A. Public sector employees are cov- 
ered by the pay standard. If legally 
mandated pay increases determined 
under regulations existing prior to Oc- 
tober 25, 1978 exceed 7 percent, the 
amount above 7 percent is excluded 
from the pay calculations. 


C. PAY AND PAY RATES 


Q1. Increased employer contribution 
costs for legally mandated employee 
benefits are not charged against the 7- 
percent pay standard. Which employ- 
er costs are excluded? 

A. Excluded are costs of legally man- 
dated payroll taxes such as Social Se- 
curity, Worker’s Compensation, and 
Unemployment Insurance. In addition, 
the increased costs during the pro- 
gram year of new legally required 
benefits, such as paid maternity leave, 
changes in benefits under the recently 
amended Age Discrimination Act, and 
remaining ERISA mandated pension 
plan amendments should not be 
charged against the 7-percent stand- 
ard. 

Q2. With respect to the exclusion of 
overtime pay, what does the language 
“as long as the conditions of that pay 
are unchanged” mean? 

A. A change in the conditions of 
overtime pay occurs when the over- 
time premium pay rate is changed or 
when the timing requirements are al- 
tered (for example by defining over- 
time as work beyond 38 hours rather 
than 40 hours). When such a change 
occurs during the program year, an es- 
timate of the increased pay due to the 
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change must be included as a pay-rate 
increase. 

Q3. Are cost-of-living differentials 
received if an employee is transferred 
to a higher cost-of-living area included 
as pay-rate increases? 

A. Not if they represent continu- 
ation of an established practice to pay 
such differentials. 

Q4. Should moving expense reim- 
bursements be included as a compo- 
nent of pay? 

A. No. 


D. COLLECTIVE BARGAINING UNITS 


Q1. If workers in one union in a com- 
pany are out of compliance, is the 
company out of compliance? 

A. Yes. Each collective bargaining 
contract should meet the pay stand- 
ard; a firm is out of compliance if any 
of its collective bargaining agreements 
exceed the pay standard. However, if 
this group represents less than 5 per- 
cent of the firm’s work force, the 
group can (at the company’s discre- 
tion) be included within the category 
of nonunion employees. 

Q2. What about a small firm that is 
a party to a large collective bargaining 
agreement? 

A. If the firm is a participant in the 
collective bargaining negotiations or a 
member of the employer association 
that negotiates the agreement and the 
agreement exceeds the standards, the 
firm is not in compliance. 

Q3. Does the pay standard apply to 
collective bargaining settlements 
which were being negotiated prior to 
the President’s announcement on Oc- 
tober 24, but in which no formal 
agreement was signed? 

A. The pay standard does not apply 
under any of the following circum- 
stances: 

(1) There was a written memoran- 
dum of agreement covering wages and 
benefits prior to October 25; 

(2) There was a written management 
offer outstanding on October 24, and 
the contract is later signed with wage 
and benefit terms that are no higher; 
or 

(3) There was evidence of an oral 
agreement covering wages and bene- 
fits prior to October 25. 

Q4. Is there any power to invalidate 
contracts that exceed the standard? 

A. No, the government has no au- 
thority or intention to invalidate labor 
contracts. 


E. NONUNION STANDARD 


Ql. When does the program year 
begin for wage increases? 

A. For nonunion and supervisory 
workers, the program year is the same 
for wage increases as for price in- 
creases—typically from the third quar- 
ter of 1978 through the third quarter 
of 1979. If a company uses a fiscal year 
other than the calendar year, it may 
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use as a base quarter the last complete 
fiscal quarter prior to October 2, 1978. 

Q2. The pay standard for nonunion 
employee groups compares the base- 
quarter pay rate with the pay rate in 
the last quarter of the program year. 
Does this mean the company is uncon- 
strained over the first three quarters 
of the program year? 

A. No. Having an annual compliance 
standard minimizes the administrative 
burden placed on firms and eliminates 
some compliance problems which 
might be caused by seasonal factors 
and the timing of pay-rate changes. 
However, at any time during the pro- 
gram year, companies should be pre- 
pared to demonstrate that their pay 
situation is consistent with the 7-per- 
cent annual standard. 

Q3. If a pay pian is communicated to 
pay-plan supervisors prior to October 
25, but it is not in operation prior to 
that date, are increases in excess of 7 
percent under this plan excluded from 
the pay standard? 

A. No. It must either be in operation 
or communicated to the employees. 

Q4. Section 7633-4(e) says that com- 
panies may me2ke adjustments for 
shifts in the composition of the work 
force among distinct functional em- 
ployee What does this 
mean? 

A. Under this option, a separate pay- 
rate increase may be calculated for 
each funclicnal employee subgroup. If 
a weighted average of the resulting 
pay-rate increases is 7 percent or less, 
the employee unit is in compliance. 
For purposes of computing. this 
weighted average, the subgroups’ base- 
quarter shares of total employee-unit 
pay may be used as weights. 

@5. What is the effect of these ad- 
justments on the nonunion pay stand- 
ard? 

A. Under the general standard as ap- 
plied to nonunion groups, changes in 

he composition of the work force 

toward higher-npaid employee  sub- 
groups could carry the employee unit 
as a whole over 7 percent even though 
the 7-percent limitation is satisfied for 
each job category. This adjustment 
provides nonunion groups with treat- 
ment similar to that aliowed for coliec- 
tive bargaining units by permitting 
companies to assume no changes in 
the composition cf the work force 
during the program year. 

Qs. What is a distinct functional em- 
ployee subgroup? 

A. Within an employee unit, a dis- 
tinct functional subgroup would be 
identified by type of work (for exam- 
ple, engineers, accountants, secretar- 
ies, production workers, etc.). As a 
rule, these subgroups should be those 
regularly identified in the company’s 
accounting practices and pay plans as 
separate employee groups. 


FE ET 
subgroups. 
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QT. Section 705B-4(b) says that com- 
pliance may be determined on the 
basis of the average pay rates for con- 
tinuing employees. What is the impli- 
cation of this option? 

A. This option allows the company 
to follow pay rates for the fixed popu- 
lation of continuing employees em- 
ployed throughout the program year. 
This approach may be _ especiaily 
useful to small businesses that have 
changes in the composition of the 
work force but do not typically per- 
form the cost-accounting analyses 
needed to adjust for these composi- 
tional shifts. 

When excluding promotion and 
qualification increases under this 
method, the company should be pre- 
pared to demonstrate that such in- 
creases granted during the program 
year are consistent with historical 
practices. 

Q8. Are step-rate increases or lon- 
gevity increases legitimate promo- 
tions? 

A. No. In all cases, step-rate or other 
similar pay-rate increases that repre- 
sent moves through a pay hierarchy 
for work that is not substantially 
changed are included as pay-rate in- 
creases. 

Q9. What is a qualification increase, 
and is it included in determining com- 
pliance with the pay standard under 
705B-4(b)? 

A. Qualification increases include 
automatic progression increases from 
entry levels to job-rate levels and 
other increases associated with dis- 
crete improvements in an employee’s 
job-related credentials, such as com- 
pletion of an educational or vocational 
training program. Such increases are 
not included in determining compli- 
ance. 

Q10. Can a company demonstrate 
compliance with the pay standard for 
nonunion employee groups on a pros- 
pective basis? 

A. Yes. If a company bases its pay 
projections on its standard budgetary 
practices and assumes continuation of 
well-established historical relation- 
ships, then it can demonstrate compli- 
ance on a prospective basis for non- 
union units. 

Compliance must still be determined 
retrospectively by comparing the last 
quarter of the program year with the 
base quarter. However, failure to meet 
the 7-percent standard will not consti- 
tute noncompliance if there has been 
a good-faith effort to comply, but un- 
foreseen events beyond the company’s 
control have caused the failure. 

@ll. Can a nonunion unit make 
multi-year agreements? 

A. Yes, provided they are binding on 
both parties. The rules for multi-year 
collective bargaining agreements 
should be applied in evaluating com- 


pliance of such agreements with the 
standards. : 


F. VARIABLE COMPENSATION 


Q1. How are’sales commission and 
production incentive plans treated 
under the standard? 

A. Employees operating under these 
plans are subject to the standard. If 
the unit’s compensation exceeds the 
standard, companies must be able to 
demonstrate that they would have 
been in compliance had the unit’s 
sales or production experience, based 
on physical volume, been the same as 
in the year prior to the program year. 

Q2. Is compensation from annual in- 
centive plans included as pay? 

A. Yes. Pay from annual incentive 
plans, such as annual bonuses, is in- 
cluded as pay in the base quarter and 
during the program year. 

Q3. How are annual incentive awards 
to be treated in computing pay rates? 

A. This depends on whether the 
awards are made pursuant to a plan or 
on a discretionary basis. Annual bo- 
nuses or awards made according to a 
plan previously announced, consistent- 
ly administered, and based on past 
practice, should be treated as pay over 
the period earned. For example, a 
bonus paid in early 1979 depending on 
performance over calendar-year 1978 
should be treated as pay received 
evenly over 1978. 

If the bonus payment is discretion- 
ary (not under a plan) and there is no 
demonstrable objective performance 
criterion, it should be treated as pay 
when payment is made (or when ac- 
crued if it is deferred). For example, 
all discretionary bonuses paid (or ac- 
crued) in the program year should be 
included as pay received evenly over 
the program year. Similarly, one- 
fourth of all bonuses paid (or accrued) 
in the preceding year should be treat- 
ed as pay in the base quarter. 

Q4. In determining the bonus 
amount to be included in the base rate 
of pay, must the company use the am- 
ortized bonus amount which was 
earned in the base quarter? 

A. No. In determining the bonus 
amount to be included in the base rate 
of pay, the company may choose 

ither the amortized bonus amount 
earned in the base quarter or the aver- 
age of the corresponding amounts 
earned in any two of the five most 
recent years. 

Q5. How is deferred compensation 
treated under the standard? 

A. Deferred forms of compensation 
are treated as pay in the period earned 
regardless of when payment actually 
occurs. This applies to deferred com- 
pensation earned over, or averaged 
into, the base quarter as well as to 
compensation earned in the program 
year. 
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G. FUTURE-VALUE COMPENSATION 


Ql. How are future-value incentive 
plans treated under the pay standard? 

A. Future-value incentive plans are 
long-term plans under which units are 
granted whose value will not be known 
until some future time. The plans in- 
volve qualifications or contingencies 
which make their exact valuation un- 
certain, but increases in their value 
can be subjected to a rough 7-percent 
limit by limiting the number of units 
granted during the program year to an 
average increase of 7 percent per re- 
cipient. 

During the program year, changes in 
the number of recipients eligible to re- 
ceive units under these plans must be 
based on plans in existence prior to 
October 25, 1978 or on the continu- 
ation of well established past eligibil- 
ity practices. 

Q2. What constitutes a unit of 
future-value incentive compensation? 

A. A unit includes shares, awards, 
shares subject to option, or investment 
amounts. In most cases, units under 
these plans are the number of shares 
under options or shares awarded. 
Where plans involve’ investment 
amounts, this means the number of 
shares times the share price at the 
time of award. 

Q3. How do stock splits affect the 
limitation on the number of units to 
be issued under future-value plans? 

A. The number of units should be 
adjusted to reflect stock splits and 
stock dividends. 

Q4. Some long-term incentive plans 
cdo not run on an annual basis and 
have not been in place five years but 
do have a regular grant cycle—for ex- 
ample, every other year. How should 
the percent-increase limitation be ap- 
plied to continuation of these plans? 

A. The percent-increase limitation 
should be applied to the number of 
units issued in the iast regular grant 
period under the plan. 


H. HEALTH BENEFITS 


Ql. If, based on actual experience, 
the cost of maintaining existing 
health benefits increases by less than 
7 percent, does this mean that more 
than a 7-percent increase in other pay 
components may be granted? 

A. Yes. 


Q2. If new health benefits are 
added, are these included in pay-rate 
computations? 

A. Yes. For example, if the cost of 
maintaining the old benefit package 
increases by more than 7 percent and 
the new benefits add an additional 3 
percent, the combination of the two 
should be treated as a 10-percent in- 
crease on the health-benefit cost base. 

Q3. Is it necessary to separate 
health insurance costs from a general 
health and welfare benefit package in 
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order to apply the 7-percent mainte- 
nance rule? 

A. Yes, unless it is impractical to 
separate health insurance from other 
costs. 

Q4. Can individual items in a health 
benefit package be considered sepa- 
rately, counting some item increases at 
7 percent and others at their actual in- 
crease? 

A. No. The 7-percent maintenance 
exclusion must be applied to the 
health benefit package as a whole. 


I. DEFINED-BENEFIT PENSIONS 


Ql. What is a pay-related defined- 
benefit pension plan? 

A. These include final-average pay 
plans, career-average earnings plans, 
and other similar plans in which the 
level of benefits provided by the plan 
is related to earnings or salaries over a 
specified period of employment. 

Q2. What is a non-pay-related de- 
fined-benefit pension plan? 

A. These include plans where the 
benefit level is a flat dollar rate which 
is independent of earnings or salaries 
over the period employed. 

Q3. For pay-related pension plans, 
how does one determine the employer 
costs attributable to increased benefits 
due to changes in salary levels during 
the program year or over the life of a 
new collective bargaining agreement? 

A. Using standard company account- 
ing procedures, calculate costs for the 
pension plan at the end of the pro- 
gram period at both the base-quarter 
and program-year salary rates; the dif- 
ference between the two is the em- 
ployer cost attributable to the change 
in pay levels and is included in the 
pay-rate change in determining com- 
pliance with the pay standard. 

Q4. For pay-related pension plans, is 
it necessary to perform detailed calcu- 
lations to sort out employer costs for 
increased benefits related to salary 
changes, as set forth in the preceding 
question? 

A. No. In most cases, a simplified 
procedure weuld closely approximate 
the outcome of such detailed computa- 
tions. In particular, in those cases 
where the pension plan is not amend- 
ed during the program period and the 
benefit structure remains unchanged, 
it is consistent with the intent of the 
pay standard to exclude pensicn fund- 
ing costs from all pay-rate calcula- 
tions. This means that pension fund- 
ing costs would not be included in the 
base pay rate nor in the program-year 
pay rate in determining compliance 
with the pay standard. 

Q5. Why is an increase in benefit 
levels in a pay-related pension plan 
charged as a pay-rate increase when 
there has not been any amendment to 
the plan? 

A. In order to treat pay-related and 
non pay-related pension plans equita- 
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bly. For example, a non pay-related 
plan that provides a pension benefit of 
$10 per month per year of service 
would have to be amended in order to 
increase the pension benefit. In a pay- 
reiated plan, however, the amount of 
pension benefit automatically changes 
as salary levels change. If no distinc- 
tion were made, this would generally 
result in benefit changes in the non 
pay-related plans being charged as 
pay-rate increases while the changes 
in the pay-related plans would not be 
charged as pay-rate increases. 

Q6. For non pay-related plans, if the 
benefit level remains unchanged, does 
this mean that more than a 7-percent 
increase is allowable on the other com- 
ponents of pay? 

A. Yes, since under these conditions 
the company may include the same 
dollar pension cost per hour in both 
the base-quarter pay rate and the pro- 
gram-year pay rate. 


J. LOW-WAGE EXEMPTION 


Qi. Should employees with wage - 
rates of $4.00 per hour or less at the 
beginning of the program year be re- 
moved completely from all employee 
units? 

A. Yes. They are excluded from each 
employee unit for the entire program 
year, even if wage-rate increases carry 
them over the $4.00 limit during the 
program year. Further, employees 
hired during the program year at a 
wage rate of $4.00 per hour or less are 
also excluded. 

Q2. Is there any ceiling on the pay- 
rate increases granted to employees 
exempted under the low-wage provi- 
sion? 

A. No. 

Q3. Will employees whose straight- 
time wage rate is less than or equal to 
$4.00 an hour, but who earn more due 
to incentive pay, be excluded from 
pay-rate computations? 

A. Determination of the employee’s 
straight-time hourly wage is based on 
average straight-time earnings, includ- 
ing incentive pay. 

Q4. Should employees exempted 
under the low-wage provision be in- 
cluded in their respective employee 
units for the purpose of calculating 
additional price deceleration required 
by pay deceleration in excess of 0.5 
percentage points? 

A. Yes. 


K. TANDEM PAY-RATE EXCEPTION 


Q. In what circumstances can the 
tandem pay-rate exception apply? 

A. In any of the following circum- 
stances: 

(i) To maintain historical supervi- 
sory differentials; 

(ii) For union and nonunion groups 
of the same company; 

iii) For union and nonunion groups 
in a local labor market, irrespective of 
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whether they belong to the same com- 
pany; and 

(iv) For two separate collective bar- 
gaining units. 
However, in each of these circum- 
stances, there must be a clear leader- 
follower relationship and the pay in- 
creases must be equal in value and di- 
rectly related in timing. 


L. PRODUCTIVITY WORK-RULE EXCEPTION 


Q1. Is the principle of trading newly 
negotiated work-rule changes for wage 
increases to be applied to contract 
changes that make work rules more 7e- 
strictive as well as relaxations in work 
rules or manning requirements? 

A. Yes; if such changes produce a de- 
monstrable and measurable decline in 
productivity growth, they should be 
deducted from the allowable pay-rate 
increase. 

@2. Can the principle of productivity 

increases related to work-rule changes 
be applied to nonunion units? 
_ A. No. The work-rule exception is in- 
tended to apply in those limited situa- 
tions where companies have no alter- 
native means of eliminating contrac- 
tual work-rule restrictions that pre- 
vent improvements in productivity. 
This provision does unfairly discrimi- 
nate against employee groups that 
have, in the past, cooperated with 
management to promote improve- 
ments in productivity. Yet, in some 
circumstances there are no practicial 
alternatives to eliminating previously 
agreed-to resirictions except through 
an additional wage increase. In some 
cases, the unions may have previously 
foregcne a wage increase to obtain the 
restriction. 

Q3. Can wage increases exceed 7 per- 
cent for firms that achieve productiv- 
ity gains in excess of the economy- 
wide average? 

A. No. 


III. SPpecrAL SEcTORS 


A. FOOD MANUFACTURERS, RETAILING AND 
WHOLESALING 


Q\1. Are retail food stores covered? 

A. Yes. But, because such stores 
have severe data problems and may 
not be able to calculate an adequate 
measure of price change for the wide 
range of products that they sell, an al- 
ternative standard, based on control- 
ling margins has been provided. How- 
ever, a retail store is encouraged to 
comply with the general price stand- 
ard, if able to do so. 

Q2. Must food manufacturers 
comply with the gross margin limita- 
tion? 

A. No. They may choose to comply 
with the general price deceleration 
standard. If they cannot meet either 
of these standards, they should, of 
course, comply with the profit margin 
limitation. 
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Q3. May a company elect to comply 
with the margin standards by control- 
ling markups rather than margins 
themselves? 

A. Yes. A company may choose any 
alternative method of compliance that 
is consistent with the manner in which 
it conducts its business, sets its prices, 
and keeps its records, as long as the 
end result is consistent with meeting 
the margin standard. 

Q4. How do food processors and food 
manufacturers meet their target 
dollar gross margins during the pro- 
gram year given the seasonal nature of 
the industry? 

A. Food processors and food manu- 
facturers should first calculate their 
base-quarter dollar gross margin. 
Next, they should estimate their ex- 
pected average rate of increase in 
margin over the next 4 quarters (6.5 
percent. plus expected increase in 
physical volume). That overall in- 
crease may be divided among the 4 
quarters in such a way that seasona- 
lity and normal trading patterns are 
observed. The targets set for each 
quarter are to be adjusted quarter-by- 
quarter after observing operating re- 
sults for each quarter. If a company 
overshoots its target in one program 
quarter, it should compensate by un- 
dershooting in the next quarter or 
quarters, and so on, to achieve a roli- 
ing adjustment on a cumulative basis. 

Q@5. How do I compute the allowable 
percentage gross margin fer a retail 
company? 

A. Assume the percentage gross 
margin for the 4 cuarters prior to Oc- 


tober 2, 1978, was 44 percent, and 40 - 


percent for the corresponding four 
quarters prior to October 2, 1976. The 
2-year overall increase is 10 percent 
and the annual average rate of change 
is 4.88 percent. Subtract the 0.5 per- 
centage point deceleration (4.88—0.5) 
to get the allowable percentage in- 
crease in the margin of 4.38 percent. 
The allowable percentage margin in 
the program year is 45.93 percent 
(44x 1.9438). 


B. PROFESSIONAL FEES 


@1. Does the program apply to doc- 
tors’ fees, hospital charges and other 
medical care prices? 

A. Yes. Physician, dentist and cther 
health professional fees are covered 
under the professional fee standard. 
Drugs, pharmaceuticals, eyeglasses 
and other health care products are 
covered under the general price stand- 
ards. 

Hospital and nursing home care are 
covered under the program but stand- 
ards for their services have not yet 
been completed. This is partly due to 
the more complex nature of payment 
mechanisms for these services and the 
need to coordinate the standards with 
Administration legislative proposals. 


Health insurance is also covered 
under the program and price stand- 
ards for health insurance as well as 
other types of insurance will be issued 
shortly. : 

Q2. How is the professional fee 
standard applied by firms which have 
sales of products for which the general 
price standard applies? 

A. Companies that provide services 
for which the professional fee stand- 
ard applies as well as goods or services 
for which the general price standard 
applies, should comply with the appro- 
priate standard for each segment of 
their business separately. 

Q3. Why is a 6.5 percent fixed price 
standard being used for professionals 
rather than the 0.5 percent decelera- 
tion standard applicable to firms in 
most other sectors? 

A. Many professionals do not have 
the necessary information to calculate 
weighted average price increases to de- 
termine compliance with the general 
price standards. 

For heaith professions, fee inflation 
has tended to be considerably higher 
during recent years than 6.5 percent 
so that the implementation of this 
standard should contribute to a more 
substantial deceleration in medical 
care costs. 

(b) Undue Hardship and Gross In- 
equity. The Council may except a com- 
pany from the application of the price 
deceleration standard, make adjust- 
ments to the base-period rate of price 
change, or alter application of the 
profit margin limitation to avoid ex- 
treme situations of hardship or gross 
inequity. 


7TOSB PAY STANDARD 


705B-1 Pay Standard. For each em- 
ployee unit, the annual increase in 
average pay rates should be 7 percent 
or less. 

105B-2 Employee Units. For the pur- 
pose of establishing compliance with 
the pay standard, a company musi 
identify three types of employee units: 

(a) Each group of the company’s em- 
ployees subject to a particular collec- 
tive bargaining agreement to which 
the company is a party constitutes a 
separate employee unit. 

(b) Ail management employees (not 
under a collective bargaining agree- 
ment) constitute an employee unit. 

(c) All other employees constitute an 
employee unit. 
A company need not identify separate- 
ly collective bargaining units account- 
ing for less than 5 percent of its em- 
ployees. However, if a collective bar- 
gaining unit is not separately identi- 
fied, the workers must be included in 
the “all other employees” category. 

705B-3 Application of the Pay 
Standard to Collective Bargaining 
Agreements. 
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RULES AND REGULATIONS 


(a) A company complies with the 
pay standard if the annual rate of pay- 
rate change over the life of each col- 
lective bargaining agreement negotiat- 
ed during the program year is‘*7 per- 
cent or less. 

(b) In addition, the annual pay-rate 
increase may be no greater than 8 per- 
cent in any year of a multi-year agree- 
ment. 

(c) For purposes of determining 
whether the annual rate of pay-rate 
change complies with the pay stand- 
ard, formulas for cost-of-living adiust- 
ments should be computed on the as- 
sumption of a §-percent annual rate of 
inflation in the Consumer Price Index 
over the life of the contract. 





7 


Dated: December 21, 1978. 


Barry P. BoswortuH, 
Director, Council on Wage 
and Price Stability. 
{FR Doc. 78-366946 Filed 12-27-72; 8:45 am] 
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